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At a press conference on Sept. 13 in Washington, Horst Schulmann, executive director of the
Institute for International Finance, said that while the Baker Plan had spearheaded considerable
progress in coping with the developing world's foreign debt problems, the time has come for new
measures. The plan was introduced by US Treasury Secretary James Baker in October 1985 at the
annual meetings of the World Bank and the International Monetary Fund. In brief, the Baker Plan
calls on debtor nations to implement economic reforms with the support of additional financing
from commercial banks and multilateral development banks. The IIF, established in 1983, serves as
an information exchange, forum for debate and as a catalyst in reaching consensus among member
banks on international lending topics. Schulmann stated that IIF member banks support the Baker
Plan's focus on debt relief solutions on a country- by-country basis, and thus oppose generalized
debt relief reforms. Members differ with the Baker Plan, he said, in that they support guarantees
for commercial bank loans by governments and the World Bank. The IIF director added that a
recent study of the 161 member banks from 38 countries concluded that such guarantees would
represent the most effective mechanism for promoting adequate commercial bank lending to
debtor nations. At the press conference, Schulmann also called on developed nations to implement
new measures to reduce existing world market disequilibriums that he claimed are the principal
cause of high interest rates. Schulmann acknowledged that government guarantees for bank loans
would add to "budget problems." He asserted that the World Bank would in any case serve as the
ideal organization to offer such guarantees. The director stated that it was not likely, however, that
the World Bank would commence action on a guarantee program at this year's annual Bank-IMF
meetings, scheduled for Sept. 27-29. A major obstacle in this regard, he said, is the fact that the US
Congress has not yet approved funds for the Bank's capital increase. Next, Schulmann said that
IIF member banks also support changes in IMF regulations permitting increased access to Fund
resources. At a time when many countries are experiencing serious balance of payments difficulties,
he said, payments received by the IMF should not be greater than disbursements. When asked
about a recent report by the UN Conference on Trade and Development (UNCTAD) suggesting
forgiveness of at least 30% of developing nations' foreign debt, Schulmann said that the effect of
such proposals is only to discourage loans from commercial banks. (See Chronicle 09/06/88.) In a
letter to key policy committees of the World Bank and the IMF (made available to reporters on Sept.
13), Schulmann pointed out that actions by central banks in developed nations in recent months
have led to a rise in the six-month London inter-bank offered rate (Libor) from about 7.25% to nearly
8.75%. The increase adds about $7.5 billion per year to the debt service of debtor nations. Schulmann
wrote that every percentage point increase in the Libor adds $5 billion to the total interest bill of the
highly indebted, middle-income countries. As a result of recent interest rate hikes, said Schulmann,
debtor nations will require more than the $6 to $9 billion in new loans per year currently provided
by commercial banks. However, Schulmann called it "unrealistic" to expect commercial banks
to provide more loan monies than they are already extending to debtor nations. In the letter,
Schulmann cited four major reasons why the commercial banks would not offer additional loans: 1)
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The banks no longer have access to enough funds to allow recycling to developing nations. In 1980,
the fuel-exporting developing countries a major source of funds were running surpluses of nearly
$100 billion. At present, these nations are in approximate current account balance. 2) Increasing
numbers of banks are withdrawing from international lending. For those that remain, the ability to
allocate scarce capital to support new lending to developing countries will be increasingly limited
unless such lending earns a competitive return. 3) Divergent national tax and accounting regulations
have reduced cohesion within the banking community, thereby reducing the potential benefit from
a strategy of cooperative lending. 4) Lending to developing countries is losing its attractiveness due
to the increased incidence of arrearages. In 1987, the highly indebted, middle-income countries
accumulated an estimated $4.4 billion in interest arrearages to commercial banks. Schulmann said
there is widespread concern among bankers that arrearages will continue, despite the actions of
the IMF, and that such concerns "make new lending increasingly difficult." As an alternative or
complement to additional lending, said Schulmann, IIF member banks could support the concept
of voluntary, market-oriented schemes to reduce outstanding debt. The most satisfactory strategy
to date, he added, has been the conversion of developing country debt into equity owned by the
lending institution. The IIF, he said, also supports other transactions, such as exchanging current
debt for long-term bonds in those debtor nations that have earned sufficient foreign exchange
reserves and have no immediate need for new balance of payments financing from commercial
banks. Schulmann said, however, these and similar types of transactions are not likely to resolve the
debt problem. Creditor governments or multilateral institutions could guarantee interest payments
on new debt instruments that debtor nations might offer. The IIF called for an increase in IMF
quotas, expansion of bilateral credit through creditor governments' export credit agencies and
additional economic reforms on the part of debtor nation governments.
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